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Report No. 6331-2003D17900002

SUBJECT OF APPLICATION OF AGREED-UPON PROCEDURES

As requested by the Defense Contract Management Agency Cleveland, in a
memorandum dated December 12, 2002, reference no. DTFA01-02-A-04074, and as discussed
subsequently with your office, we applied agreed-upon procedures to U.S. Airways’ proposed
costs to determine if the costs incurred and billed follow the terms of the Other Transactions
Agreement (OTA) on contract no. DTFA01-02-A-04074. The purpose of our engagement was
to verify that the proposed incurred and billed costs follow the terms of the OTA.

SCOPE OF APPLICATION OF AGREED-UPON PROCEDURES

We have performed the mutually agreed-upon procedures enumerated below solely to
assist you in evaluating whether U.S. Airways’ incurred and billed costs according to the terms
of the OTA under contract no. DTFA(01-02-A-04074. This agreed-upon procedures engagement
was performed in accordance with generally accepted government auditing standards. The
sufficiency of the procedures is solely the responsibility of the requestor. Consequently, DCAA
makes no representation regarding the sufficiency of the procedures described below, either for
the purpose for which this report has been requested or for any other purpose.

The following agreed-upon procedures were applied:

e verified incurred costs follow the terms of the OTA; and
e Verified billed costs follow the terms of the OTA.

RESULTS OF APPLICATION OF AGREED-UPON PROCEDURES

This report pertains only to the performance of agreed-upon procedures to verify that the
incurred and billed costs follow the terms of the OTA. We were not engaged to, and did not,
perform an examination, the objective of which would be the expression of an opinion on the
subject matter of this report. Accordingly, we do not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have
been reported to you. Please refer to the Appendix for the details of our findings.
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Claimed Upsupported | Alowed

Direct Labor $2,559,162 $2,552,997 b3 6,165
Overhead 974,049 974,049 0
GSC Training 335,693 0 335,693
GSC Travel 75,583 0 75,583
Security Venders 2,689,534 1,613,479 1,076,055
Admin, Barden (G&A) 415,703 415,703 0
Cost of Money/Interest 70,364 70.364 0
Total $7,120,088 $5,626,592 | §1,493496
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Report No. 6331-2003D17900002

Incurred Costs:
Billed Costs
Direct Labor
a. Summary of Conclusions:

We take exception to the contractor’s billed direct labor costs listed above for lack of
support,

b. Basis of Contractor’s Billed Direct Labor Costs:

The contractor billed direct labor costs from February 17, 2002 through December 16,
2002.

¢. Agreed-Upon Procedure Evaluation:

Inveice Number | Emplovees Tested | Emplovees Verified | Employees Not Verified
11-0232-2002 402 17 385
12-0219-2002 226 8 218

We selected the two invoices above for testing and could only verify approximately four
percent of all of the employees listed in support of each invoice. We requested labor rate
information for the employees we could not verify, but we were not provided that information.
We recomputed the billed dollars by multiplying category hours times the category rates.

We also could not verify the hours charged. The contractor’s representative informed us
that timesheets were not prepared. As direct labor support for each invoice, a labor distribution
was prepared, listing employees, time charged, labor categories, and dollar fotals for each
category. However, we could not obtain source documentation from which to verify the hours in
the labor distributions. Please see the Appendix for a listing of all costs by invoice.

d. Contractor’s Reaction:
The contractor’s representative does not concur with our findings.
e. Auditor’s Response:

We disagree with the contractor’s position because a contractor is responsible for
accounting for costs appropriately and for maintaining records, including supporting
documentation which is adequate to demonstrate that the costs have been incurred under FAA
Cost Principles, Determining Allowability, T3.3.2.A.2.a.2. A labor distribution for numerous
hours charged at remote locations without timesheets or a labor listing of rates and names of
employees for hours charged are two instances of inadequate supporting documentation.
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Report No. 6331-2003D17960002

Overhead and G&A
a. Summary of Conclusions:
We take exception to the contractor’s billed overbead and G&A costs for lack of support.
b. Basis of Contractor’s Billed Overhead Costs:

The contractor billed overhead and G&A costs based on the following estimated
overhead and G&A rates.

KOverhﬂéad Burden
Administrative Burden

Overhead was applied to direct labor and G&A was applied to the «otal cost before
interest.

c. Agreed-Upon Procedure Evaluation:

We could not verify the reasonableness or allowability of overhead and G&A costs
because the requested details of pool and base data to compute the indirect rates were not
provided by the contractor. We separated overhead costs from the direct labor for each invoice.
The requestor, Susan Hartman, confirmed that the contractor did not submit pool and base data
with its proposal. Please see the Appendix for a listing of all costs by invoice.

d. Contractor’s Reaction:

The contractor’s representative does not concur with our findings.

e. Auditor’s Response:

We disagree with the contractor’s position because a contractor is responsible for
accounting for costs appropriately and for maintaining records, including supporting
documentation which is adequate to demonstrate that the costs have been incurred under FAA
Cost Principles, Determining Allowability, T3.3.2.A.2.a.2. Claimed indirect costs based on
monthly estimated costs without a computation of pools and bases for rates which are then
applied to direct labor is an instance of inadequate supporting documentation.

Cost of Money/Interest on Prior Invoices

a. Summary of Conclusions:
3
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Report No. 6331-2003D17900002

We take exception to the contractor’s claimed cost of money and interest costs.
b. Basis of Contractor’s Claimed Cost of Money/Interest Costs:
The contractor claimed interest on invoices unpaid for more than 30 days. The contractor
also claimed cost of money but applied it as interest on overdue invoices just as it has for
claimed interest. In both cases, the . ate is based on a monthly estimate of a current

London-Interbank Offered Rate (LIBOR) rate applied to invoices billed but not paid within 30
days.

¢. Agreed-Upon Procedure Evaluation:

Under FAA Cost Principle T3.3.2A.2.17, interest is not allowed, except for interest
assessed by state and local taxing authorities. Please see the Appendix for a listing of all costs by

invoice.
d. Contractor’s Reaction:
The contractor’s representative does not concur with our findings.
e. Auditor’s Response:

The contractor’s response is adequate for disposition.

Other Direct Costs
GSC Training
a. Summary of Conclusions:
We take no exception to the contractor’s claimed $335,693 in GSC Training costs.
b. Basis of Proposed Costs:
The contractor proposed claimed costs based on actual training costs for screeners.
c. Agreed-Upon Procedures Evaluation:

We reviewed the training costs for reasonableness and recomputed the costs based on the
number of employees trained and the cost per training class.

GSC Travel

a. Summary of Conclusions:
4
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Report No. 6331-2003D17900002

We take no exception to the contractor’s claimed $75.583 GSC Travel costs.
b. Basis of Proposed Costs:

The contractor proposed claimed costs based on actual travel costs for screeners and their
training.

c. Agreed-Upon Procedures Evaluation:

We reviewed the travel costs for reasonableness based on Joint Travel Regulations (JTR)
and recomputed the costs based on the number of employees traveling and the cost per day. The
costs meet the tests under reasonableness and JTR. -

Security Vendors
a. Summary of Conclusions:

We take exception to the contractor’s claimed security vendor costs for Argenbright
Security Services for lack of support.

b. Basis of Proposed Costs:

The contractor proposed claimed costs based on actual security vendor costs for
screeners.

c. Agreed-Upon Procedures Evaluation:

We sampled the screening bills and noted that support for many of the cost computations
in the Argenbright bills is missing and was not provided when we requested it. As a result, we
could not verify the labor rates to the contracts between US Airways and Argenbright. Of the few
Argenbright invoices that did have supporting computations, we noted that Argenbright did not
charge its contract rates for those airport locations and that no written record of renegotiated rates
was provided upon our request. In some cases, Argenbright charged in excess of 60% of the
contracted rates. Argenbright costs represent approximately $1.6 million of the approximately
$2.7 million in total security vendor costs. The Argenbright contracts contain provisions to allow
for audits of billings, records, and documents by the FAA or its agents.

We take no exceptions to the other security vendor costs. We selectively verified the
labor rates in invoices of another security vendor to the security vendor contract provided by the
contractor. Those claimed rates of Globe Security were verified to the rates in the security vendor
contract.

d. Contractor’s Reaction:

The contractor’s representative does not concur with our findings.
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Report No. 6331-2003D17900002

e. Auditor's Response:

We disagree with the contractor’s position because a contractor is responsible for accounting
for costs appropriately and for maintaining records, including supporting documentation which is
adequate to demonstrate that the costs have been incurred under FAA Cost Principles,
Determining Allowability, T3.3.2.A.2.a.2. Claimed security vendor costs based on an invoice
with no supporting documentation for the contract rates and other costs charged is an instance of
inadequate supporting documentation.

Unbilled Costs
a. Summary of Conclusions:
We take no exception to the contractor’s unbilled costs.
b. Basis of Contractor’s Unbilled Costs:

The contractor incurred approximately $217,307 in costs that were not billed because
they were classified as out of the period performance February 17, 2002 through December 16,
2002.

c. Agreed-Upon Procedure Evaluation:

We could not verify the sum of the costs because no supporting documentation was found
in the invoice folder. However, we reviewed some of the other invoices to confirm that the costs
were outside of the period of performance. Our review did disclose that the selected costs were
either performed prior to or after to the effective period of performance. We did not list these
costs in the Appendix becausc they were not claimed and properly excluded as specified in
Article 4 of the OTA.

OTHER MATTERS TO BE REPORTED

The contractor began performance of this contract with an insufficient number of its own
security screeners. To compensate for its lack of screeners, it hired security vendors to provide
screeners. Between February 2002 and October 2002, Argenbright became a major screener
vendor for US Airways. Although Argenbright already had contracted with US Airways to
perform screening services at specified labor rates, it charged rates significantly higher on
invoices submitted to US Airways under this OTA. When we requested renegotiated screener
contracts from US Airways to reflect the higher labor rates, we were told that none existed and
that US Airways was relying on the clause contained in these agreements which extended the
contracts based on continued performance by Argenbright. The contracts were originally
negotiated as many as five years before February 2002 and no record was found to substantiate
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Report No. 6331-2003D17900002

renegotiated rates for the respective locations. We recommend an audit of the Argenbright
security vendor costs.

The results of the procedures performed were discussed with the contractor’s
representative, Brian Foont, Staff Attorney, who did not concur with our results on
March 27, 2003.
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CONTRACTOR ORGANIZATION AND SYSTEMS

1. Organization

U.S. Airways, a subsidiary of U.S. Airways Group, Inc. and organized under the laws of
the State of Delaware, is a certified air carrier engaged primarily in the business of transporting
passengers, property, and mail. U.S. Airways’ executive offices are located in Arlington,
Virginia. On August 11, 2002, U.S. Airways Group filed voluntary petitions for protection
under chapter 11 of the United States Bankruptcy Code for the Eastern District of Virginia,
Alexandria Division to restructure its debts under a plan of reorganization.

U.S. Airways and U.S. Airways Group, Inc. emerged from chapter 11 on April 1, 2003.
The company reported a net loss of $852 million for the nine months ended September 30, 2002.

2. Systems

e Accounting System U.S. Airways maintains an cost accounting system based on
passenger miles, but it has not been reviewed by our office. The contractor’s accounting
period is from January | to December 31.

e Billing System We have not reviewed the contractor’s billing system and related
internal control policies and procedures.
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Report No. 6331-2003D17900002

DCAA PERSONNEL

Primary contacts regarding these agreed upon procedures: Telephone No.

William Smith, Senior Auditor
Sylvia Moore, Supervisory Auditor

Other contact regarding these agreed upon procedures:
Gerard E. Reichel, Branch Manager

FAX No.

E-mail Address

General information on audit matters is available at http://www.dcaa.mil/.
RELEVANT DATES
Date of Request: December 12, 2002

Date Request Received: December 17, 2002
Request Due Date: April 11, 2003

REPORT AUTHORIZED BY:

/signed/

Gerard E. Reichel
Branch Manager
Rosslyn Branch Office
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REPORT DISTRIBUTION AND RESTRICTIONS

DISTRIBUTION

Defense Contract Management Agency East E-mail Address
Defense Contract Management Agency Cleveland

Admiral Kidd Center

ATTN:

Susan Hartman

James Finley

555 East 88" Street

Bratenahl, OH 44108-1068

1.

RESTRICTIONS

Information contained in this report may be proprietary. It is not practical to identify during
the conduct of the evaluation those elements of the data which are proprietary. Make
proprietary determinations in the event of an external request for access. Consider the
restrictions of 18 U.S.C. 1905 before releasing this information to the public.

Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will
refer any Freedom of Information Act requests for reports received to the cognizant
contracting agency for determination as to releasability and a direct response to the requestor.

. The Defense Contract Audit Agency has no objection to release of this report, at the

discretion of the contracting agency, to authorized representatives of U.S Airways, Inc.
This report was prepared using procedures agreed upon by the identified requestor. The
reported findings do not include an audit opinion. The information contained in this report is

intended solely for the use of the identified recipients, and should not be used by them or by
others for any other purpose other than that for which the procedures were established.
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